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the U.S. corporation be accumulated and dis-
tributed to A and that the income from the 
Country X bonds be accumulated and distrib-
uted to B, it is necessary that the trustee 
treat the transfers as two separate funds. 
The fund consisting of the stock of the U.S. 
corporation is a foreign trust created by a 
U.S. person.

Example 2. On January 1, 1964, the date of 
the creation of a foreign trust, a U.S. person 
transfers to it property having a fair market 
value of $60,000 and a person other than a 
U.S. person transfers to it property having a 
fair market value of $40,000. Immediately 
after these transfers, the foreign trust cre-
ated by a U.S. person is 60 percent of the en-
tire foreign trust, determined as follows:
$60,000 (Value of property transferred by U.S. 

person)/$100,000 (Value of entire property 
transferred to trust)=60 percent

The undistributed net income for the cal-
endar years 1964 and 1965 is $20,000 which in-
creases the value of the entire foreign trust 
to $120,000 ($100,000 plus $20,000). Accordingly, 
as of December 31, 1965, the portion of the 
foreign trust created by the U.S. person is 
$72,000 (60 percent of $120,000). On January 1, 
1966, the U.S. person transfers property hav-
ing a fair market value of $40,000 increasing 
the value of the entire foreign trust to 
$160,000 ($120,000 plus $40,000) and increasing 
the value of the portion of the foreign trust 
created by the U.S. person to $112,000 ($72,000 
plus $40,000). Immediately, after this trans-
fer, the foreign trust created by the U.S. per-
son is 70 percent of the entire foreign trust, 
determined as follows:
$112,000 (Value of property transferred by 

U.S. person)/$160,000 (Value of entire prop-
erty transferred to the trust)=70 percent

[T.D. 6989, 34 FR 732, Jan. 17, 1969]

§ 1.643(d)–2 Illustration of the provi-
sions of section 643. 

(a) The provisions of section 643 may 
be illustrated by the following exam-
ple:

Example. (1) Under the terms of the trust 
instrument, the income of a trust is required 
to be currently distributed to W during her 
life. Capital gains are allocable to corpus and 
all expenses are charges against corpus. Dur-
ing the taxable year the trust has the fol-
lowing items of income and expenses:
Dividends from domestic corporations .................. $30,000
Extraordinary dividends allocated to corpus by 

the trustee in good faith ..................................... 20,000
Taxable interest ..................................................... 10,000 
Tax-exempt interest ............................................... 10,000 
Long-term capital gains ......................................... 10,000 
Trustee’s commissions and miscellaneous ex-

penses allocable to corpus ................................ 5,000

(2) The ‘‘income’’ of the trust determined 
under section 643(b) which is currently dis-

tributable to W is $50,000, consisting of divi-
dends of $30,000, taxable interest of $10,000, 
and tax-exempt interest of $10,000. The trust-
ee’s commissions and miscellaneous expenses 
allocable to tax-exempt interest amount to 
$1,000 (10,000/50,000× $5,000). 

(3) The ‘‘distributable net income’’ deter-
mined under section 643(a) amounts to 
$45,000, computed as follows:
Dividends from domestic corporations .................. $30,000 
Taxable interest ..................................................... 10,000
Nontaxable interest ............................ $10,000 
Less: Expenses allocable thereto ...... 1,000 

9,000 

Total ......................................................... 49,000 
Less: Expenses ($5,000 less $1,000 allocable to 

tax-exempt interest) ........................................... 4,000

Distributable net income .......................... 45,000

In determining the distributable net income 
of $45,000, the taxable income of the trust is 
computed with the following modifications: 
No deductions are allowed for distributions 
to W and for personal exemption of the trust 
(section 643(a) (1) and (2)); capital gains allo-
cable to corpus are excluded and the deduc-
tion allowable under section 1202 is not 
taken into account (section 643(a)(3)): the ex-
traordinary dividends allocated to corpus by 
the trustee in good faith are excluded (sec-
tions 643(a)(4)); and the tax- exempt interest 
(as adjusted for expenses) and the dividend 
exclusion of $50 are included) section 643(a) 
(5) and (7)).

(b) See paragraph (c) of the example 
in § 1.661(c)–2 for the computation of 
distributable net income where there is 
a charitable contributions deduction. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960. Redesig-
nated, T.D. 6989, 34 FR 732, Jan. 1, 1969]

§ 1.643(h)–1 Distributions by certain 
foreign trusts through inter-
mediaries. 

(a) In general—(1) Principal purpose of 
tax avoidance. Except as provided in 
paragraph (b) of this section, for pur-
poses of part I of subchapter J, chapter 
1 of the Internal Revenue Code, and 
section 6048, any property (within the 
meaning of paragraph (f) of this sec-
tion) that is transferred to a United 
States person by another person (an 
intermediary) who has received prop-
erty from a foreign trust will be treat-
ed as property transferred directly by 
the foreign trust to the United States 
person if the intermediary received the
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